
50. How should a bidding system be structured in order to
provide incentives for carriers to compete to submit the low bid
for universal serViCE! support?

Prior to t e 1996 Act, TW Comm proposed that the most

effective incentive 'ould be to award support only to the low

bidder. However, th s proposal appears to conflict with the 1996

Act's provisions on ligibility. As an alternative, TW Comm

proposes that only t le lowest bidder be entitled to receive 100%

of its winning (low) bid, while all other bidders would receive

only a percentage of the support level determined through the

bidding process. Th s approach could be enhanced by combining a

percentage-based pentlty for LECs with non-winning bids with a

variable penalty, ba,ed on the difference between the low bid and

the other LEC's high~r bid. Take, for example, a contest in

which the low bid, br Carrier A, is $10, and the two other

participants, Carrie·s Band C, bid $12 and $15, respectively.

As a starting point, Carriers Band C should receive no more than

80% of the winning I lOW) support amount Then, in addition,

there should be an 11cremental discount to that support, based on

how much the bids bj Carriers Band C exceeded the low bid (i.e.,

some portion of the ~3 and $5 differential between their bids and

Carrier A's $10 bid) Taken in combination, these penalties

would put pressure (1 carriers to bid as low as possible.

To ensure '1 fair and truly competitive bidding process,

it is also critical ~hat all participants have equivalent access

to relevant informat ion. Thus, the ILEC should be required to

make full disclosurE of the market characteristics (including

both costs and reveIues). In addition, in order to ensure that
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support levels are uJdated to reflect current costs and current

competitive conditio, s/ the support levels should be revised

through periodic reb dding.
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51. What, if any, safeguards should be adopted to ensure that
large companies do not bid excessively low to drive out
competition?

If an exch"nge truly exhibits high costs, after taking

into account an affodability benchmark and revenues from all

relevant sources, it is unlikely that large companies will have

so strong an incentie to drive away potential competitors that

they will bid "exces :ively low. II In any event, the obj ective of

a bidding process ~s to minimize the level of universal service

support necessary to cause service to be provided in the

exchange, at afforda lIe rates. If the incumbent is willing to

serve a high-cost ex~hange with little or no universal service

support, it is not a)propriate to force the subsidy level up for

the purpose of attra :ting other providers who are not willing to

enter the market wit lout a higher level of subsidy.
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52. What safeguards ,should be adopted to ensure adequate quality
of service under a s'y'stem of competitive bidding?

As a condi ion of being certified as the winning

bidder, and thus obt. ining the right to receive a significant

universal service sUI -port premium, the LEe should be required to

agree to meet the pro vailing quality of service standards set by

the state public uti ity commission. Otherwise, the low bidder

might simply be a ca rier that intends to provide an inferior

level of service qua ity; by setting the support level to meet

that carrier's requiements, other carriers (who ought to receive

less support than th'~ low bidder) might. thus, also receive

support insufficient to fund service of a satisfactory quality.

The carrier should aso be subject to decertification of its

"low-bid" status (an i thus lose its incremental support

advantage) if it fai .s to maintain service quality consistent

with the state publi : utility commission's service quality rules.
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53. How is collusior," avoided when using a competitive bid?

The Commisfion must be willing to impose stringent

penalties for collus on in the bidding process. Possible

sanctions could be d squalification from receiving support for

serving areas bid in collusion with another carrier or

disqualification fra participating in the bidding process for

some specified perio of time. The Commission now has

significant experiene with auctions (from its licensing/spectrum

allocation activitie;) and should rely on this experience to

formulate rules for I. fair and efficient bidding process for

universal service su Jport.
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54. Should the structure of the auction differ if there are few
bidders? I f so, how'

If exchangl s are genuinely high-cost in nature, it is

likely to be more COT lmon than not to have only a few bidders

participating in the auction. Thus, the "basic" auction

structure could assu~ a bidding process with few bidders, rather

than a large number )f participants. If there are checks on

collusion and a prox '-based ceiling for support, a unique

structure for low-pa ,ticipation auctions should not be necessary,
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55. How should the Commission dete~ine the size of the areas
within which eligible carriers bid for universal service support?
What is the optimal basis for determining the size of those
areas, in order to avoid unfair advantage for either the
incumbent local exchange carriers or competitive carriers?

In order t conduct cost proxy analyses, a geographic

area must be determi jed for which the relevant cost factor(s),

e.g., population den :ity, can be readily examined. The bidding

area should correspo ,d with an economic service area ("ESA"),

i.e., an area reasontbly related to an efficient serving plan and

network architecture In general, an ESA embraces a region no

smaller than that wh ch can be efficiently served from a single

wire center or centrtl office switching entity, including remote

service units associ ited with the primary switch.

The bounda-ies of the bidding area or ESA should

generally coincide ~Lth the boundaries of an existing wire center

district (which may ~mbrace less than a single exchange but

usually does not emrrace an area larger than a single exchange)

served by the incumt~nt LEC. 23 The rationale for defining the

LEe wire center as t~e ESA is that the initiative for high-cost

funding comes from tne LEe, and not from a prospective

competitor. As sucl, it is reasonable that the installed

infrastructure and (·rchitecture should serve as the foundation of

the application of (ost proxies and the basis for competitive

blds.

D Note that in St ,me instances, particularly in urban areas,
there are multiple \iire center distrlcts - and sometimes multiple
exchanges - within single municipality and that in other
instances, particulnrly in more rural areas, a single wire center
district may encomp,ss more than one municipality.
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Smaller gel,graphic areas, such as Census Block Groups

(II CBGs II), are not ESJ ,s because they would not be served by a

switching entity and distribution architecture confined to that

particular geographi unit. Individual wire centers and central

office switch entiti ~s can most efficiently serve thousands, or

even tens of thousanls, of households and businesses; CBGs

embrace only a few h lndred, and would never be adopted as the

foundation of an eff cient network architecture. Were the CBG

(or another unit of :omparable size) utilized as the bidding

unit, only the incum)ent would be ~n a position to serve the

subject area efficieltly, because the incumbent would be best

equipped to supply t1e service from a larger, more expansive

network. As such, a1 incumbent confronted with competing bids

confined to a singlE CBG would in almost all cases be able to bid

a lower support levEL than any other potential provider.
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SLclcCLC

69. If a portion of the CCL charge represents a subsidy to
support universal service, what is the total amount of the
subsidy? Please provide supporting evidence to substantiate such
estimates. Supporting evidence should indicate the cost
methodology used to ~stimate the magnitude of the subsidy (e.g.,
long-run incremental short-run incremental, fully-distributed).

Whether th carrier common Line charge ("CCLC")

continues to be nece lsary to support universal service depends in

substantial measure In what the subsidy burdens for universal

service will be in t le future, as determined by forward-looking

cost proxy models vhether the CCLC actually is a subsidy needs

to be examined closeLy by the Commission. Evaluation of whether

the CCLC is a subsidr should rest upon a cost comparison based on

proxy models to determine the difference between the price and

the cost, rather tha1 relying upon the LEC embedded costs used to

calculate the CCLC.

TW Comm rEcommends that the Commission refocus its

consideration of thE extent to which the CCLC subsidizes

universal service. The Commission must not only consider all

sources of revenue, but consider the sources of the costs. In

fact, with resident al penetration rates now reaching into the

mid-to-high-90% rant e, it appears that there is room to reduce

subsidies to mainta n the existing level of services, and that

the 1996 Act's prom se of greater efficiencies through

competition will pr,vide further opportunities for subsidy

reduction.

50



Currently, :he bulk of the support from interstate

services for universa L service is derived from the CCLC. 24

However, at this june .ure in the universal service proceeding,

the CCLC should not t~ singled out as a funding mechanism as this

question appears to I ropose. Additional funding for universal

service support is cc Llected from other interstate and intrastate

services provided diJectly by LECs and through direct assessments

to interexchange carJiers.

Focusing OJ the CCLC alone excludes numerous other

possible sources of ubsidy, including the following: yellow

pages advertising re' enues, local and intraLATA toll usage

services priced in e~ cess of cost, and vertical service features

priced in excess of ost. Put simply, the Commission should not

be singling the CCLC out from other subsidies that can provide

support for universa service in the competitively neutral manner

that the 1996 Act re Iuires.

Rather tha i focusing on the CCLC alone, the necessary

analysis must consid~r the other sources of subsidy, including

but not limited to t lose enumerated above, to determine whether

each of the subsidie3, including the CCLC, is necessary and

appropriate. Havin9 considered these issues, TW Comm recommends

that the CCLC shoulc be eliminated for the following two reasons:

(1) it is probably r ) longer necessary to support universal

service as that tern will be defined under Section 254; and

(2) it is not compet ltively neutral.

24 The CCLC is ca.culated using LEC embedded costs separated
according to Part 3£ and configured in the manner prescribed by
Part 69.
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In the ever: that elimination of the CCLC leaves some

subsidy "deficit" as jetermined by a cost proxy analysis,

alternatives exist tc cover it, including, if necessary, some

minimal increase in the interstate Subscriber Line Charge

("SLC") . In fact, t"acking studies conducted by the FCC and

others since the onsFt of the SLC confirm that network drop-off

due to the increased monthly price of residential access did not

materialize as many ,pponents of the SLC had predicted when its

implementation was bing debated. 25 Thus, there is room for

further Commission aljustment of the balance between the SLC and

the CCLC should incr~ases in the SLC become necessary.

25 In November 19)4, 93.8 percent of U.S. households had
telephone service. In November 1983. only 91.4 percent of U.S.
households had teleJhone service. Monitoring Report, CC Docket
No. 80-286 at Table 1.1 (May 1995'1.
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70. If a portion of the CCL charge represents a contribution to
the recovery of loop costs, please identify and discuss
alternatives to the eCL charge for recovery of those costs from
all interstate telecommunications service providers (e.g., bulk
billing, flat rate/per-line charge) .

Alternativf billing schemes must be implemented through

neutral mechanisms t' at do not favor incumbent local exchange

carriers. The billi g schemes must apply to all carriers in a

nondiscriminatory maner as required by the 1996 Act. Under the

present high-cost pr )cess, the FCC relies upon LECs' reported

costs to determine w lether assistance is warranted. 26 Reliance

on LEC reported cost; provides absolutely no incentives for LECs

to control or to redlce costs, nor does it provide objective

information on the C)sts associated with serving an area. The

goal of the current Jroceeding is to improve the mechanisms by

which universal ser~Lce is assured. The system will not be

improved by basing fLgh-cost assistance on the aggregation of

LEC-reported costs t~at are self-serving in the extreme. Basing

high-cost assistancE on the aggregation of reported costs will

perpetuate the inefficiencies of current universal service

mechanisms.

The ineff ciencies and unnecessary expenditures that

currently exist due to the current system's reliance on LECs'

reported costs deny carriers of equity, objectivity, and fair

competition. In co'trast, a cost proxy approach, if properly

structured, would r suIt in a universal service fund that is

26 The interstate Universal Service Fund, adopted by the FCC in
1984, provides assi~tance to LECs serving customers in areas
where the cost of l)cal exchange loops exceeds 115% of the
nationwide average oop cost for all LECs.
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fair, compatible witl the Commission's pro-competition goals, and

economicallyefficierc. Thus, it is preferable to distribute

universal service sursidies based on objective factors directly

related to the cost (f providing service rather than by relying

on LECs' reported COftS. Adopting a carefully considered cost

proxy approach would be a more equitable method of determining

assistance, would futher the Commission's goal of competitive

neutrality, and woul( encourage high-cost support recipients to

control their costs.
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Low-Income Consumers

71. Should the new universal service fund provide support for
the Lifeline and Linkup programs, in order to make those
subsidies technologically and competitively neutral? If so,
should the amount of the lifeline subsidy still be tied, as it is
now, to the amount of the subscriber line charge?

Services slpported by federal universal service funds

for rural, insular, nd high cost areas should also be provided

to low-income consum, rs. 27 Income-targeted support mechanisms,

such as the Lifeline and Linkup programs, are well established

and should be continled. The targeted support mechanisms

currently funding st lte and federal lifeline programs, thus far,

have been successful in ensuring that quality services are

available to low-inc)me consumers at just, reasonable, and

affordable rates.

However, Slpport for the federal Lifeline and Link-up

programs should be rrovided for in a fund separate from the high-

cost fund. Once serarate funds are established, the cost proxy

for the income-basec subsidy should be the difference between the

retail rate and the lifeline rate.

Lifeline cnd Linkup assistance programs target

subsidies for lOW-ll come households by providing reduced

installation and reo urring rates for network connectivity. These

targeted support pr1grams are efficient because they focus on the

specific needs of t .e community or class of consumer directly.

Targeted subsidies re more effective than general support

mechanisms in achie "ing universal service goals because they

achieve the same de free of connect l vi.. ty and ubiquity, but at a

NPRM, para. 5C
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small fraction of thE costs. However, even targeted subsidies

can have the undesircble effect of rewarding inefficiencies on

the part of the incur bent provider. Thus, where targeted

subsidies are warranted, as they are with low-income consumers,

the responsibility 0 contributing to the fund must be

accomplished in a cor,petitively neutral manner.

Qualifying customers should be permitted to take

service from any cer ified local carrier; hence, all low-income

support mechanisms sould be made "portable" and available to

whichever carrier ac ually provides the service. Any customer

that is eligible toeceive a Lifeline or Linkup subsidy should

be permitted to appl that subsidy to any qualifying local "dial

tone" service that i available at the customer's location. This

would imply a requir~ment that such subsidies be made explicit

and that they be sta.ed in terms of specific dollar amounts

rather than as perceltage "discounts" off the regular price of

the service. The us·~ of such explicit dollar lifeline subsidies

has been adopted in 30me jurisdictions. For example, in

Massachusetts, qualifying customers receive a fixed $6 discount

off their monthly rE3identiai rate, irrespective of which class

of exchange service i.e., measured, local flat, metropolitan

flat) they select. 28

28 The $6 discount includes $3.50 for the Subscriber Line
Charge and $2.50 of residential exchange reduction. DPU-Mass-No.
10, Exchange and Network Services, Part A, Section 1, 4th.
revised page 11.1. I ffective June 11, 1995.
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Administration of Universal Service Support

72. Section 254(d) o.f the 1996 Act provides that the Commission
may exempt carriers from contributing to the support of universal
service if their contribution would be "de minimis." The
conference report indicates that "[t]he conferees intend that
this authority would only be used in cases where the
administrative cost qf collecting contributions from a carrier or
carriers would exceed the contribution that carrier would
otherwise have to make under the formula for contributions
selected by the Commission. 1I What levels of administrative costs
should be expected per carrier under the various methods that
have been proposed for funding (e.g., gross revenues, revenues
net of payments to other carriers, retail revenues, etc.)?

TW Comm su)ports an exemption for carriers from the

obligation to contri )lite to universal service in instances when

the administrative C)sts of collecting the contribution exceed

the carrier's contri JUtion" Any determlnation of the levels that

would trigger such 01 exemption, however, should not be made

prior to the determj1ation of manner of fund administration and

the appointment of t~e Administrator of the fund. Once an

Administrator is apIJinted, the Administrator's responsibilities

should include the cJllection of contributions, disbursement of

the fund, and reviev and adjustment of funding. The

Administrator's dut es relating to the collection and

disbursement of the fund charge the Administrator with the

responsibility of d. termining the level at which the

administrative cost are too high to justify exempting that

carrier from contri lution obligatlons.

As the COlmission accurately recognized in the NPRM,

the Administrator mlst be a "candidate who can administer [the

fund] in the most e"ficient, fair and competitively neutral
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manner. ,,29 By appoin· ing a neutral third party Administrator

with the capacity to administer the fund in an even-handed and

fair manner, the Comllission need not decide the level of

administrative costs now. Instead any such decision should be

deferred because the Administrator will be in the best position

to make the necessar l cost determinations.

NPRM, para. 1 :8.
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Conclusion

In respond ng to the questions posed by the July 3,

1996 Public Notice, 'w Comm seeks to promote rational and

consistent policies ~hich will ensure adequate, reliable, and

efficient service fc~ consumers nationwide. As the 1996 Act

requires, high cost issistance calculation and distribution must

be accomplished in c competitively neutral manner. To do so, the

calculation and dist ribution of universal service support must

rely on forward-looling, cost proxy models that reflect the true

economic cost of roviding service By adopting the

recommendations mad in TW Comm's responses to the July 3, 1996

Public Notice, the ~ommission will substantially further its

goals.
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